HOUSE REPUBLICAN

POLICY. COMMITTEE
-

FALLING LABOR PARTICIPATION UNDERMINES PROSPERITY

The official number of unemployed Americans shows
only part of the overall picture in the nation’s labor
market. Today, the official unemployment rate shows
about half the total number of American adults are either
unemployed or marginally attached to the labor market.
To combat against stagnation in our nation’s labor
market, Congress must remove barriers in federal policies
that restrict skill-based education and training, and quick
re-entry to productive, full-time work for those
unemployed or long-term underemployed.

BACKGROUND

e Official unemployment rate doesn’t provide a full
view of the labor market.

» The official unemployment rate reported by the
U.S. Bureau of Labor Statistics (BLS) is the U-3
measure, which counts the “total unemployed,
as a percent of the civilian labor force.”?

= Generally, this statistic accounts for the
total number of adults that are not
employed and looking for work. In April
2023, the seasonally adjusted U-3 rate was
3.4 percent, the same as February 2020,
and 11.3 percentage points lower than the
peak rate during the COVID-pandemic.

» The BLS reports several additional measures of
“labor utilization,” including the U-6 measure
that counts the “total unemployed, plus all
persons marginally attached to the labor force,
plus total employed part time for economic
reasons, as a percent of the civilian labor force
plus all persons marginally attached to the labor
force.”?

= The seasonally adjusted U-6 rate for April
2023 was 6.6 percent and nearly double the
official U-3 rate.

Quick Take

The official unemployment rate
measurement in the U.S. gives an
incomplete view of the nation’s labor
market.

The number of persons represented in an
alternative measure, accounting for both
marginally attached persons and those
part-time employed for economic reasons,
totaled over 5 million in April 2023, almost
the same amount as the officially
unemployed.

As a share of the total population, the total
number of employed Americans has been
declining since April 2000. The male labor
force participation rate has been declining
for almost 75 years.

Not working is harmful to families, and the
lower income earnings and payroll tax
revenue will put additional strain on public
finance systems such as Medicare and
Social Security.

Congress should pass reforms, including
the Limit, Save, and Grow Act of 2023,
that would increase labor force
participation and boost economic
prosperity.

= The number of unemployed persons accounted in the U-3 measure for April totaled 5.7 million.®

Yet, the number of persons represented in the U-6 measure, accounting for both marginally attached

persons and those part-time employed for economic reasons, totaled about 5.4 million in April
2023, almost the same amount as the officially unemployed.*




U.S. Bureau of Labor Statistics: "Table A-15. Alternative measures of labor utilization"
Seasoanlly adjusted

Measure

Apr-22

Dec-22

Jan-23

Feb-23

Mar-23

Apr-23

U-1 Persons unemployed 15 weeks or longer, as a
percent of the civilian labor force

U-2 Job losers and persons who completed
temporary jobs, as a percent of the civilian labor
force

U-3 Total unemployed, as a percent of the civilian
labor force (official unemployment rate)

U-4 Total unemployed plus discouraged workers,
as a percent of the civilian labor force plus
discouraged workers

U-5 Total unemployed, plus discouraged workers,
plus all other persons marginally attached to the
labor force, as a percent of the civilian labor force
plus all persons marginally attached to the labor
force

U-6 Total unemployed, plus all persons marginally
attached to the labor force, plus total employed
part time for economic reasons, as a percent of the
civilian labor force plus all persons marginally
attached to the labor force
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Figure 1°

Long-term decline in U.S. labor force participation.
> The overall labor force participation in the U.S. has been declining for the past couple decades,® after
reaching a peak rate of 67.3 percent in early 2000. The current labor force participation rate is 62.6
percent, above the COVID-pandemic low of 60.1 percent, but is still about 1 percent below the pre-
pandemic rate of 63.3 percent in February 2020.”

= The labor force participation rate for men in the U.S. has been steadily declining for almost 75

years. Today, despite increasing over the pandemic from a low of 66.1 percent, this rate is 1 percent
below the pre-pandemic rate, and over 19 percentage points below the peak rate of 87.4 percent in

19498

> As ashare of the total population, the total number of employed Americans has been declining since the
early 2000s. The share of the U.S. population employed (the employment-population ratio) today is 60.4
percent, the same level it was in 1985, and only slightly above the average rate of 59.2 percent between

1948 and 2023.°

= The employment-population ratio provides broader context as a labor market indicator when the
labor force participation rate and the unemployment rate are working in countervailing directions.

= The current employment-population ratio is 4.3 percentage points below the rate in April 2000, and
0.7 percentage points below the pre-pandemic rate of 61.1 percent in February 2020.%°
= Since April 2000, the employment-population ratio has decreased overall, with two periods of sharp

decline.

e The first abrupt drop in the employment-population ratio occurred between 2007 and 2009,

and disproportionately concentrated among less educated and younger persons, both men and

women. !

e The next significant decrease occurred early in the COVID-pandemic. Despite having steadily

increased from the pandemic low of 51.3 percent, it remains 0.7 percent below the pre-
pandemic rate of 61.1 percent. About half of the employment-population gap from the pre-

pandemic level is due to the decline in employment from an aging population. The other half

is accounted for by accelerated retirements among workers 65 and older.*?
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» The lower labor force participation impacts inflation, pushing up prices at businesses as they pay fewer
workers for the same level of output. These inflationary pressures can build when workers demand
higher wages to maintain purchasing power as prices in the economy increase.

Between March 2021 and March 2023, average hours worked declined from 34.9 to 34.4, which
translates to 2.2 million fewer full-time-equivalent workers.™® Over this same period, American

workers lost more in reduced purchasing power than increases in earning—the full-time median
worker earned $5,600 more though lost $8,600 in purchasing power.*®

¢ Not working erodes economic prosperity.
> Not working is harmful to families in many ways.!’ Failing to work at all or remain long-term
underemployed erodes paths for upward mobility.*® It cuts off opportunities to build wealth that comes
from the increased income and savings earned through work.
= The reduced earnings potential for adults not working has longer-term effects on their children’s
income earning potential. Individuals that had parents experiencing long-term unemployment are
more likely to have lower lifetime earnings themselves and greater risk of long-term
unemployment.*®
> Not working or remaining underemployed long-term also leaves individuals without purpose?® and
creates non-financial stresses and harmful behaviors that often stem from idleness and non-work
activity.?!
= A recent Federal Reserve study estimates that between 9 and 26 percent of the decrease in prime
age labor force participation (February 2020 to June 2021) is likely attributed to increased
substance abuse.??
= Also, unemployed men tend to engage in unproductive activities, with those men not in the labor
force spending hours daily on leisure activities, including spending upwards of 5 hours a day
watching television and movies. Further, men without work tend to spend less time caring for
family members and about as much time doing household chores as employed women. 23
» Lower labor labor market participation, especially among prime-age men, contributes to slower
economic growth potential®* and a higher dependency ratio.?®2® The continued loss of earned income
will put additional strain on public finance systems such as Medicare and Social Security, programs that
are already facing steep deficits.?’?
= Government benefits subsidize Americans not to work and finance non-employment lifestyles.?®
One study prior to the pandemic found that 64% of nonworking prime-age men received some form
of government assistance, 40% received disability assistance, and 38% received food stamps.*
= One recent study found that combined unemployment benefits and Obamacare subsidies create an
enormous “cliff” effect for a spouse to go from not working and receiving government aid to
working and losing benefits. A spouse would need to earn, for example, an annual wage exceeding
$80,000 to earn the same after-tax income as a family with two unemployed spouses receiving
overall benefits.3




= Overall, the combined effect of anti-growth and anti-work government unemployment and health
insurance subsidy policies result in persistent labor market stagnation, and if allowed to extend over
an 8 year period would reduce Medicare and Social tax revenue up to $900 billion.*?

POLICY SOLUTIONS

e Congress should pass the Limit, Save, Grow Act of 2023,3 which would enhance federal work requirements for
those able-bodied adults receiving federal welfare assistance in Medicaid and Supplemental Nutrition
Assistance Program (SNAP). These reforms would measurably increase the labor force participation in the
U.S. In addition, this bill would reduce federal deficit-spending and meaningfully reduce inflation, which
would boost real earnings for workers.

e Congress should pass legislation such as the Protecting Taxpayers and Victims of Unemployment Fraud Act,®*
which strengthens the integrity of payments in federal unemployment benefits and ends expansions of
unemployment benefits instituted during the COVID-pandemic.

e Congress should pass legislation that would provide greater education and training opportunities, as well as
work-related flexibilities, giving greater incentives for working age adults to productively engage in full-time
employment, and quickly re-enter full-time work after a job loss. Examples of such bills include:

> Higher Education Reform and Opportunity Act of 2019% — This bill would reform higher education
financing by removing federal student loans and grants from the federal accreditation process, allowing
for greater customization of higher education, earlier entry into the labor market, and lower student loan
burdens.

> Apprenticeship Freedom Act® and Training America’s Workforce Act®” — These bills would expand
opportunties for apprenticeships across more industries and allow more students to access on-the-job,
paid education with successful entry into careers.

> Working Families Flexibility Act of 202138-- This would amend the Fair Labor Standards Act that
restricts private businesses from offering childcare benefits.
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